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And what is this pursuit of justice? We call justice karma. You don’t have to pursue justice. It is automatically there. Do good, you reap good results. Do evil, you suffer. We don’t have to inflict the suffering. Material nature—Māyādevi—will do that effectively enough. Of course, to maintain order, the state must administer justice to the people—reward and punishment. But the state is fallible. Perhaps a criminal goes unpunished, or they punish the wrong man. But Māyādevi, working under Krishna’s directions, is infallible. It is impossible to escape the fruits of karma. So, you may pursue justice, but actually justice is already there.

—A.C. Bhaktivedānta Swami Prabhupāda

(Conversation with Mr. McIntyre, May 26, 1967, New Vṛndāvana)

 

 

 

 

First of all, Varṇa. And āśrama, then, when the Varṇa is perfectly in order, then āśrama. Āśrama is specially meant for spiritual advancement, and Varṇa is general division. It must be there in the human society, or they're animals. If Varṇa is not there, then this is a society of animals. And when the Varṇa is working perfectly, then we give them āśrama. Varṇāśrama. That is later on.

 

—A.C. Bhaktivedānta Swami Prabhupāda 

(Morning Walk, March 14, 1974, Vṛndāvana)
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PREFACE

 

 

Profits require that the whole be greater than the sum of the parts. For example, half a chair is not half price of the full chair; most times, you cannot sell two halves of a chair separately, or price them separately, even when you assemble the chair yourself from packaged parts. In that sense, the whole cannot be reduced to the parts because the price of the whole is greater than the costs of the parts. If we equated these two, then nobody would find that proposition profitable. The difference between the price of the whole and the cost of the parts means that value is created in the act of putting things together. 

But does this value in the whole stand embedded in the parts, or is it something different from the parts? When chairs are mass produced, the price charged for the chair comes down. Why? Because the cost of putting things together involves an intellectual component—which we call the chair’s ‘design’—and you need to design the chair once before mass producing it. Since the same design exists in many chairs, therefore, we cannot tie it to a single chair. Since other manufacturers can use the same materials to produce a different design, therefore, the design is different from the materials. Thus, through practical experience we can see that what contributes to the difference between cost and price is different from the materials that make it up. While the materials of a chair are different individuals, the design across the chairs is the same. What is this sameness that exists across many things?

To understand this sameness, we need to accept another kind of reality. We can call this reality a ‘design’. It is created once as an idea, pattern, formula, or a law, and it is applied again and again. In fact, these idea-like things are logically prior to the objects that embody them. For example, you can create a design in your mind before you convert it into an object. Since the difference between cost and price arises due to a design, and this design is produced by our minds, therefore, what we call ‘value creation’ is the act of the mind. It can also be the skill of our senses, our ability to find a better process of production, or what design will be liked by the users. And yet, we cannot perceive someone’s mind, intellect, or the skill in the senses. Therefore, what creates value—and forms the basis of all economics—remains invisible. To form theories about economics, we must at least recognize the existence of the invisible. Then we must also understand the nature of this invisible—e.g. how it creates ideas, formulae, designs, and patterns. As an example, are these idea-like entities our inventions? Or are they discoveries from a preexisting idea-like world? Once we accept the existence of this reality, and then its working, we would be equipped to speak about how money must be assigned to value creation.

The assignment of money to the value created by our skill, or mental creativity and intellectual acuity, should be no different than how we price material things such as wood—the assignment depends on what it takes for another person to produce the same thing. For example, a workman spends many years acquiring the skill. A creative person devotes many years to the specialization of their creative skill within a specific domain. Likewise, an intellectual spends many years trying to learn, memorize, organize, and test the truths of claims. Since the resulting value depends on skills, creativity, and acuity, therefore, better skills, creativity, and acuity command higher prices. But since by using these skills, we don’t lose them, therefore, we are not giving away the skills in exchange for money. What we give away is the quality of the products or services created through skills. Thus, the things made by experts cannot be high priced just because they are made by experts. The prices can be high only if the quality of the product or service is also high. Hence, the price must be based on the objective value that we give away, not the subjective skill that we retain, even though it is the subjective skill that produces the objective value. 

Someone else can produce the same thing in a different way, requiring lesser education, skill, creativity, and acuity. And that thing will command the same price, as the one which was produced by a person more skilled. Therefore, even though a subjective reality is the cause of the objective value, we only charge for the objective value, not the subjective reality. This objective reality is the total amount of information encoded in an object and constitutes the minimum necessary complexity. People with greater skills can create this complexity easily, and can therefore lower the prices, whereas the people with lesser skills will need more effort to create the same level of complexity and will therefore have higher costs. The minimum necessary complexity decides the lowest cost for things, and therefore costs have a lower limit. But there is practically no limit to their prices. Therefore, the assignment of money to created value must be based on the minimum necessary complexity. The minima are sometimes attained over a time, and therefore, the prices can drop.

 The crux of the problem of economics then boils down to ‘just pricing’. Thomas Aquinas1 was the first person to articulate this idea, coining the term ‘just price’, which included the costs of the parts and the cost of the labor, design, and other invisible components that go into making a product. His opponent, Duns Scotus2, instead argued that determining the ‘just price’ was very hard because it involved intangibles such as the effort that goes into designing the product, the skill of the artist who might produce something complex with lesser effort as compared to one who needed more effort etc. He also argued that if the sellers did not find the ‘just price’ profitable, they would not engage in economic activity. Thereafter, economic thinking turned toward profit maximization, rather than ‘just pricing’. Under profit maximization, the producer indulges in many unjust practices. For example, he tries to corner the lion’s share of raw materials, limiting other’s abilities to use their skill, creativity, and acuity. Then, he also creates a false perception about the value in the product he is supplying—by exaggerating the benefits and hiding the problems—through advertising. Finally, he might also manipulate a country’s laws, or other people involved in the buying decisions, to command a higher price.

All these unjust practices have been legalized in most cases. For example, the monopolization of markets by cornering the resources that go into production is legal. Reducing the supply to increase the prices and decreasing the supply to flood the market with cheaper commodities (to destroy the competitor) is also legal. Advertising is practiced everywhere, and even as most people know that most of it is a bunch of lies, our innate need to trust what we are hearing, combined with the repetition of the lie, makes everyone a fool. Most countries have legalized lobbying of lawmakers, and this lobbying is scarcely different than overt bribing because the lobbyists fund the political campaigns in return for favors from the victors. The skill, creativity, and acuity of people matters only when someone is creating something new that doesn’t exist at the present, or when the competitors are equally balanced in their powers.

As a result, it is not enough today to be talented, creative, or intelligent. You simply cannot be effective economically unless you also have power. But those who have the power, don’t need to be talented, creative, or intelligent. They can as well have other talented, creative, or intelligent people work for them. When the powerful employ other talented people, they extend their power, by riding on the skill, creativity, and intellect of the others, but the returns for those who help the powerful become more powerful are small compared to those who previously had the power and increased it further.

This unjust system of economics is called ‘capitalism’. It is just and fair to an extent in the early stages of economic development when nobody has the power to corner a lion’s share of resources, lawmaker influence, or the wealth to control the public perception. It is also fair to an extent when someone enters an untapped market. However, once a market has been tapped, we quickly see the rise of powerhouses, which control the subsequent discourse through influencing the laws, cornering the resources, and using the muscle of wealth to destroy any newcomers. The proponents of capitalism speak about the fairness of the system, and they (to the extent that they are truthful) are referring to the early stages of development in a geography, population, or market. While propaganda about fairness still exists, most people now know about the unjust influence of power in the later stages of economic development. 

Thus, there is a fundamental difference between the early and the later stages of economic development. The early stages involve what we now call, ‘open market economics’, in which a group of buyers and sellers collectively determine the price of a commodity—mostly based on principles of fair pricing or the minima that goes into the creation of a commodity. Innovation and creativity in this phase give a producer greater wealth and power, which is acquired legitimately. However, once this power is acquired, then it is used unjustly to destroy competition, and prevent the emergence of competition. Once competition is destroyed, then the raw materials required for production are cornered—since there is no other buyer—which then perpetuates the monopoly. Thus, the market is ‘open’ for competition in the early stages of its development. But it is quickly monopolized and is then closed for competition. 

Once a certain domain of economic activity has been monopolized, then a much smaller effort is needed to maintain it. Those who have monopolized then start looking for newer pastures to graze upon—i.e. undeveloped populations, countries, or domains—because this is the place from where the new monopolization will come from. Indeed, the wealth and power acquired from the previous monopolies is now used to monopolize even the new areas. Power and wealth become the tools for protecting and extending the monopolies, which in turn increase the wealth and power, which then further the monopolization, and the cycle of self-perpetuating wealth and power continues. 

It is no secret today that the rich are getting richer much faster than the value being created in an economy. Indeed, in most cases, even if the total economic production of a country declines, the rich still get richer. And, of course, they get richer when the economy booms. This is made possible by using the wealth and power unfairly, and this unfair use is presently legalized.

People in modern times confuse ‘free market economy’ with ‘capitalistic economy’ but the two are vastly different. The free market economy is based on the premise that the prices will fall based on fair competition until they reach rock bottom because someone desperate enough to build a better product with a lower cost will indeed decrease the prices. In the limiting case, ‘free market economy’ approximates or even equals to the ideal of the ‘fair price’ espoused by Thomas Aquinas. Capitalism, on the other hand, is all about subverting the free market trade system by infusing large amounts of wealth to monopolize the market, acquiring the power to bargain and squeeze the sellers of the raw materials because they don’t have an alternative, and then using advertising, research, and invention, or even government laws to get themselves preferential treatment. Free market economics is fair, and capitalistic economy is manipulative: it uses capital to bend the rules of fairness. 

Since people confuse free markets with capitalism, they think that opposition to capitalism is the same as opposition to free markets. Keeping the two obfuscated is in the interest of the capitalist, because it allows him to portray the opposition to the abuse of capital as the opposition to free markets. Capitalism is defined as “an economic and political system in which a country's trade and industry are controlled by private owners for profit, rather than by the state.”3 This is misleading because it ignores the problem of monopolies. Governments enter the economic system to prevent the creation of monopolies because capitalism itself doesn’t. Free market economics is also a for-profit system without the monopolization. If free markets are conflated with capitalism, then the capitalist peddles the false contrast to communism (or an economic system “controlled by the state”) ignoring the fact that free market economics is free of the evils of monopolization because capital is used fairly.

The government has a key role in maintaining the free market system, through what is called ‘market regulation’. But governments should not get into the market themselves, for the same reason that a businessman should not control the laws of free-market competition. Unfortunately, this division of responsibility is not upheld in economic systems today. Either the government coopts with the capitalist in furthering the monopolization, or enters the economic activity itself, thereby creating the laws suitable for its own economic activity. The result, in both cases, is monopolization—either a few people with power monopolize the economy, or the government does it itself. The monopolies in the case of governments are generally more insidious because the government is only one. Therefore, communism is more flawed than capitalism. However, the distinction between the two systems is merely notional. Even in capitalism, the wealth and power accumulate in the hands of a few, who now control the government by proxy, and the distinction between the market and the lawmakers who regulate the market dissolves—somewhat slowly.

We must understand that an economy grows only when the money circulates, because money circulation creates greater demand and supply. However, when wealth and power are concentrated in a few hands—whether that be the government or a few capitalists—then money circulation reduces. With this reduction, the demand and supply further reduce. As the power in the hands of most people declines, those with power and wealth enrich themselves further. But this is the making of a catastrophe, leading to a revolution in society. Capitalism and communism are not the answers to this problem. The answer is a free market system governed by regulations, the separation of the economic activity from the regulation, and the prevention of the concentration of wealth and power in a few hands, leading to the circulation of money.

In a free market system, the wealth distribution follows the Gaussian curve4. Those with greater skill, creativity, and acuity do corner greater wealth and power. But the principles of open market system prevent them from abusing the power and wealth to stagnate the skills, creativity, and acuity in others. The result of the open market system is that the Gaussian curve remains relatively flat. This means that many people capable of participating in the free system can apply their abilities to acquire resources—proportionate to their skills relative to the skills of the rest of the population. If only a few people were well endowed with skills, they would indeed corner most of the market. However, that scenario emerges only when the skills themselves are very disproportionate. It doesn’t violate the principle of fairness or meritorious excellence. It just says that the meritorious shall win due to their excellence.
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Figure-1 The Gaussian Distribution

 

However, when the open market system is replaced by either capitalism or communism, then the Gaussian curve begins to steepen. The peaks emerge because as wealth and power are concentrated, most people lose the capacity to acquire skills, get educated, or find the capital and natural resources to use their talents. Even if they acquire such talents, they cannot be independent. They only serve those with wealth and power, and the lion’s share of their contribution is gobbled by those with wealth and power, thus furthering the steepening of the Gaussian curve. The destitute not only suffer from the legacy of poverty, but also from the inability to benefit from their personal talents. This situation is unsustainable. As the Gaussian curve peaks, and wealth and power are concentrated in a fewer hands, society heads toward a collapse. The collapse can come in many forms—poverty, crime, wars, job losses, etc. But each of these lead to a revolution, civil war, and unmanageable violence.

Ultimately, the Gaussian curve cannot remain steep for long, although once the process of steepening has begun, it will continue until disaster strikes and the curve is suddenly flattened. Therefore, the Gaussian curve generally steepens slowly and collapses suddenly if monopolization is not curtailed. This pattern of slow rise and sudden fall has been replicated innumerable times in the rise and fall of cultures, countries, civilizations, and societies, resulting from purely man-made disasters5. I am of course not ruling out natural disasters flattening the curve; I am just referring to the fact that even if such disasters did not strike, the curve will eventually flatten. This rise and fall of the Gaussian curve entail great social unrest both during the phase of steepening and then during the phase of sudden collapse. The only way to avoid such a disaster is to understand how the curve can be kept almost flat, which would mean free market economics without the undue influence of capital.

The answer to that problem lies in free market economics, which comprises to two main actors—the producers and consumers who create economic activity, and the government which regulates that economic activity. The free market system requires fair pricing, which means all the ways in which fair pricing can be subverted must be monitored and destroyed. 

This book is dedicated to such issues. I will argue that there is a subtle reality comprising ideas and designs that modern science doesn’t recognize as being physically or materially real. Its production involves the mind and intellect. The effort applied by the mind and the intellect can be quantified, just as the effort of the senses is presently quantified. However, unlike the products of the senses, which can be owned, the products of the mind and intellect cannot. The skilled artisan produces complexity with lesser effort, and can price the commodity cheaper, thereby winning in the free market system. But he or she cannot prevent others from using the same techniques to compete. Thus, a producer can charge for the final products, not for the methods, skills, or technologies they employ in producing these things. If they find it a source of competitive advantage, they can keep them secret. Therefore, trade secrets are acceptable, but intellectual property is not. The consumer too pays only for the final product received, and skilled artisans can give them better products, regardless of how they were produced, and by whom they were created.

The unskilled producer would need more effort, or cost, and he would be uncompetitive in the market. Therefore, skills—rather than capital—are the differentiator in a free market system because the true effort consumed in the creation of a commodity is quantified, valued, and compensated. As prices decline due to the acquisition of skills, we attain the theoretical limit on the lowest amount of effort required to produce something and therefore the prices have a lower bound—equal to the costs of the effort input in producing it. If everyone is unskilled, then prices can be objectively higher based on the amount of effort added, and the skilled person wins by lowering the prices. A person cannot earn more than they work for, but the skilled person can earn more because he corners greater market share due to the lower prices. 

The government doesn’t interfere in the free market, except to keep the market free and fair. Taxation is government’s method to regulate the market, as well as protect it from aggressors—both internal and external. But, what must the government tax? The right kind of tax is that which is applied to the production and ownership of goods and services because the government safeguards this activity of production and ownership from malicious actors. Likewise, since ideas and theories are not owned, the creation and imparting of these things cannot be taxed. Thus, the businessmen pay taxes, and the intellectuals don’t. If you own more property, the government is safeguarding its destruction or plundering, and therefore it can tax you more. Similarly, if you are producing more goods, using a larger production operation, the government is ensuring the safety of this operation toward your benefit, and that entitles the government toward a higher amount of taxation. On the other hand, the cultivation of knowledge, for the greater good of humanity, is not taxable, because it is not owned. Yes, the government protects the intellectuals, but the products of the body can be taxed, while the products of the mind cannot be—simply because the products of the body are owned, but the ideas are not. 

The taxation on the production of goods and services, as well as owned properties, are legitimate forms of taxation but income taxation is not. An intellectual must also earn if he needs to live, but his activities are not taxable, because the knowledge he produces is for everyone, not just for himself. Therefore, if taxes are applied to one’s income, rather than to the methods by which this income is generated, then the rich and powerful hide their income, while the poor always pay the taxes. On the other hand, when taxation is applied only to the possession and production of goods that can be owned, then those with the greatest wealth pay more taxes than the poorer sections of society. This sounds like socialism, and it is, in the sense of taxation. The cornerstone of this taxation is that tax rates are variable—i.e. greater taxation is applied to greater wealth. Ownership of greater property—whether that is physical property, or assets in the form of corporations—must invite greater taxes. However, if a person earns considerable wealth, but also donates it to weaker sections of society, then he naturally invites tax exemptions, because now he doesn’t own the wealth and property that is being taxed. Hence, a single principle of taxing the ownership and generation of wealth applies to rich and poor, workers and businessmen, charitable and profitable activities. When a single principle of taxation is applied, the loopholes in taxation are eliminated.

The consumers don’t need to pay taxes since the producers are paying them. After all, the taxation is applied to all forms of production, including food, clothing, shelter, etc. so all consumers indirectly partake in the taxation as well. However, since they are not directly subject to taxation, the government machinery for tax collection can shrink substantially—the government needs to monitor the businesses and not the consumers. Similarly, as higher levels of taxation are correlated to property ownership, the government burden on maintaining a taxation machinery is mostly limited to taxing the wealthy.

This system of taxation produces two seemingly contradictory effects. At one end, it exerts a downward pressure on consumption and ownership. At the other end, it leads to economic growth by increasing money circulation by putting more money in the hands of the poorer sections of society. We must remember that economic growth comes from money circulation, and money circulation depends on most people having money in their hands. Conversely, economic growth is halted by wealth concentration. When the rich get richer much faster than economic growth, then the money goes out of the hands of most people. This stops money circulation and economic growth. Conversely, when most people have the money in their hands, then society trends toward greater prosperity. Also, when downward pressure is applied on consumption, then the prices remain stable, and unnecessary commodities are not produced. Thus, everyone gets the means to a life of dignity—food, water, clothing, housing, and education—and some people also get to lead a life of richness at a greater cost to them. Downward pressure on consumption controls inflation, preserves the natural resources, and creates economic stability. With this stability, society becomes prosperous, but also peaceful and long-lived.

The modern thinking on economics is contrary to both growth and stability. It operates by concentrating wealth, which decreases both growth and stability. It results in endless exploitation of nature and price rises. As prices rise due to excessive demand, even a person who intends to lead a simple life must work harder to pay for ever-growing costs of living. When they cannot work any harder—after all, there are only 24 hours in a day! —they are deprived of the necessities of life. Conversely, when a downward pressure on consumption is applied, then poverty is eradicated, without decreasing economic growth. Thus, the modern so-called wisdom of creating economic growth by perpetuating consumption is flawed. Growing consumption doesn’t create prosperity. It only creates higher prices, makes people destitute, concentrates the wealth in fewer hands, and eventually halts all economic growth. Growing consumption doesn’t lead to stability either; it only leads to a social revolution.

The economic system that I will describe in this book rests on two important ideas— (1) price stability, with prices going downward with the acquisition of skills, and (2) taxation on consumption and ownership, which reduce the need for excessive work, leaving ample resources for everyone. Both of these are completely contrary to modern capitalistic and socialistic economic systems because capitalism is outmoded by price stability undermining the all-pervasive use of the law of supply and demand to manipulate the prices and produce unwanted monopolies, while socialism is undermined by the active role of the open market economics without room for monopolies.

Capitalism today creates monopolies, and its opposite, communism, takes away free market choices. Why can’t society have free markets without monopolies, and what is economics doing to overcome that problem? My answer throughout this book is—nothing! Communists take away the rights of people to choose, and the capitalists compel them to work harder for crumbs. All this while the rulers in the communistic government enjoy the privileges unavailable to the common person, while the rich derive their pleasures of overconsumption at the expense of widening rich-poor gaps in capitalism. Modern economic thinking is failing the people in the purpose it needs to achieve—i.e., create the greatest good for the greatest number of people, while providing room for free choices in who wants greater or lesser good. I hope to argue in this book that this goal can be achieved but through a new kind of socio-economic-political order that doesn’t exist at present because the fundamental principle of modern economics—namely greater consumption and production—is flawed in its fundamentals. It is the opposite—i.e. return to the essential necessities of life—that creates prosperity and eradicates poverty.

But this economic system cannot exist without a philosophical and ideological background. For example, if greater enjoyment through increased consumption isn’t the aim of life, then what is? Economic theory decline did not begin with ideas about capitalism or socialism. It began with the adoption of the idea that life is meant for greater consumptive enjoyment. Therefore, an alternative economic theory must also undertake a moral examination of the purpose of life itself—what (if not goods consumption) is the goal of life?

Thomas Aquinas did not articulate the idea of ‘fair price’ in a vacuum. He had moral, religious, and spiritual ideologies about honesty, truthfulness, sacrifice, and simplicity as the moral and ethical virtues underlying it. Unless we go back to those virtues—as opposed to unhindered hedonism—as the primal values in life, economic change cannot occur. Conversely, if we pursue the ideology of hedonism, we must also see large sections of populations become poorer, losing their choices, and eventually the control over their lives. The moral virtues therefore don’t just apply to the life after this one. Through economics, we can study their impact even on the present life at a large scale. In that sense, economics as a science of profit and loss cannot be divorced from larger questions about moral imperatives and the purpose of human life. Instead, only by focusing on these imperatives can we bring economic prosperity and overcome the incredulous amounts of suffering that is inevitable.

Along with the productive and consumptive classes, the workers who aid in this production, and the government that regulates the economic process and provides protection, therefore, it is essential to recognize a class of people who embody, espouse, and explain the economic necessity of virtuosity.

This is where the connection to the Vedic socio-economic-political order appears, which functionally partitions society into four classes. The Brahmana class represents the academic, intellectual, and moral class of people who lay the theories and ideas on which a virtuous society is built. The Kshatriya class represents the rulers, protectors, warriors, and taxmen, who convert these virtuous principles into the laws of the land for administering the productive and consumptive activity. The Vaisya class embodies the businesspersons, producers, traders, and managers of organizations who carry out the economic production which is consumed by everyone else in society. Finally, the Sudra class includes the workers who provide labor and services to the above three classes. The goal of this socio-economic order is not to create the four classes, but to create a moral and virtuous civilization that not only creates prosperity and eradicates poverty, but does it based on the principle that the goal of life is not greater consumption but the service of moral and ethical ideals.

The understanding of these ideals is logically prior to their implementation and operationalization by the government, and therefore the Brahmana class is superior to the Kshatriya. Since the Kshatriya protect and tax the businesspeople, and regulate their prices, the Kshatriya class is superior to the Vaisya. Finally, since the workers offer service and labor to the above three classes, the above three classes are superior to the Sudra. No one is born entitled to be in a particular class in the Vedic socio-economic-political order, regardless of their heritage, because the system is a functional division of work, rather than based on inheritance of qualities from parent to child, although children of a particular class of parent are naturally more likely to receive their values from the parents. Thus, the system doesn’t embody ‘castes’ as is widely believed in modern times. It rather denotes a meritorious class society in which anyone can perform any function if they are qualified to do so.

The broad outlines of this class system are amply described in the Vedic texts, along with their respective roles. Also outlined very clearly is the fact that the goal of life is moral and virtuous, rather than increased hedonistic consumption. But the details on the rules and regulations—such as concerning the tax laws, property laws, inheritance, marriage across classes—come to us more from anecdotal evidence depicted in these texts rather than as formal inviolable or universal rules. While the absolute, universal, and inviolable truths are collectively called Śruti in Vedic parlance, the anecdotal evidence comprising of the stories about the life of great personalities are collectively called Smṛti. The delineation of the four classes and their respective roles is considered part of Śruti, while the detailed description of their respective duties, laws, and practices is widely recognized as being part of Smṛti. In that sense, the texts that describe the four classes don’t necessarily describe all the rules, and those that describe the rules don’t delve into their rationales.

Hence, we need to look at the Vedic descriptions collectively, as part of a single system of thought that deals both in abstract outlines and in details in separate texts. It is implicitly understood that the details can be adapted according to time, place, and situation, if the big picture is also preserved. 

However, I will not be relying only on this source material exclusively. I will also examine the modern economic theories and the problems they present, which may or may not be well known to all the readers. The well-read reader may excuse my indulgence in this regard, but I think that it is important not just to articulate an ancient way of life but also to critique its modern alternatives for a convincing argument for its adoption, preservation, and advancement. This book should therefore be viewed as a dialogue about economic ideas in general, with the exception that it is carried out in the backdrop of an ancient way of life that is less understood today, and widely considered primitive. Its relevance to modern life is of greater concern to me than merely the repetition of the historical facts as they were once upon a time.

A few words are necessary to describe why this book is entitled The Yellow Pill. First, political ideologies at present are indeed color-coded—the red pill denotes the right wing, the blue pill the left wing, the green pill the anti-illuminati conspiracy theorist, and so forth. The color ‘yellow’ is not presently taken by any such ideologues, so it was available. Second, yellow lies on the spectrum of colors in between red and blue, slightly to the right of green, which as we will see through the course of this book is to an extent an appropriate characterization of the position I describe. Third, in Vedic philosophy, nature comprises three modes—goodness denoted by yellow, passion denoted by red, and ignorance denoted by blue. The mode of goodness represents truthfulness, enlightenment, austerity, and simplicity; the mode of passion denotes the quest for material success, sex, hyperactivity, and emotional attachments; the mode of ignorance represents laziness, sloth, crime, mechanization, and excessive engrossment in body identification through distinctions like race, gender, color, nationality, and sexual orientation. By this characterization, the right wing is the mode of blue, and the left wing is mode of red. The yellow color on the other hand denotes a position not adopted by people engrossed with the idea that pleasure rather than morality is the purpose of life.

Thus, the title of the book as The Yellow Pill is contextually, scientifically, and philosophically accurate. Contextually, it conforms the use of colors to depict ideologies. Scientifically, it is placed correctly in the spectrum of colors. And philosophically, it matches the description of nature in terms of the three modes, which are found in everything as their qualitative distinctions. A title such as “The Golden Pill” is factually more appropriate in terms of the value of this system but it could have been construed as being too presumptive. 

The scope of this book is vast, as we expect a socio-political-economic ideology to cover a large gamut of current issues. I begin by discussing the nature of the modern capitalistic world order and its various ills, and then examine the fundamentals of this ideology in some detail. I then discuss the foundational ideas in Marxism and how the ideas about ‘balance’, ‘evolution’ and ‘devolution’ are pertinent to our conversation. Based on this discussion I will then elaborate on the Vedic socio-economic-political system, and how it entails a new kind of world order. I will then discuss the problem of equality and present why society must be hierarchical—not just for organizational reasons but also for moral and ethical ones. Based on this hierarchy we can then speak about current day debates such as the political philosophies of today.

Dharma—or duty—with ethical and moral undertones forms the basis of this discussion, and transcendence is the goal to be achieved by society. In that sense, the social, economic, and political conversation cannot be divorced from that of religion in so far as religion deals with transcendence and morality. The different flavors of religious ideologies about the soul and God are not of direct interest to us here, although a natural theory of moralism must be considered. In that sense, this conversation is ‘religious’, but also scientific. The ideas can be objectively analyzed as those achieving the maximum stability in society and delivering the greatest good for the greatest number of people. 

This book is divided into three parts—the first part deals with the problems of the modern world, the second part lays down a secular social, political, economic, and theoretical framework in which to think of an ideal society, while the third part describes the Varṇa system of society that formerly prevailed in Vedic times and employed a different philosophy of nature that not only inducts meaning and choice in the natural description, but also delineates nature as being governed by natural laws of moral conduct. The goal is to understand why a new socio-economic-political philosophy is needed based on current problems, ensure that we can understand this philosophy based on secular principles of stability and longevity, before we dive into understanding how such a society prevailed in former times and can be emulated now.


PART I:
THE DESCRIPTION OF THE MODERN WORLD


 

 


1
The Modern World Order


 

Justice is the first virtue of social institutions, as truth is of systems of thought. A theory however elegant and economical must be rejected or revised if it is untrue; likewise, laws and institutions no matter how efficient and well-arranged must be reformed or abolished if they are unjust.

― John Rawls

 

The Modern Capitalist Economic System

In modern capitalist societies we find an ongoing duel between two economic theories, which are called Trickle-Down and Trickle-Up Economics.

The Trickle-Down Economist6 claims that the rich are the reservoirs of wealth, but they must be incentivized with tax breaks to invest their wealth into businesses, which employ other people, because then the wealth would trickle down from the rich to the poor. Practical experience, however, shows that when such incentives are given, the investments into businesses, job creation, and the benefits to the employees are not proportionate to the incentives. This is because money moves into places where there is already demand, rather than into generating demand by solving unsolved problems, creating employment, etc. Since the tax breaks increase a corporation’s profits, most times these concessions are consumed as profits by the shareholders. 

The Trickle-Up Economist7 argues that economy can be spurred by incentivizing the consumers to spend more, by giving them tax breaks and loans, reducing the rates of interest on borrowed money, government welfare programs on health, education, childcare, or simply putting the money (without a guarantee of return) in their hands. But where do we get the money to reduce interest rates, tax breaks, create welfare programs, or dole out cash to the poor? There are two answers to this problem. First, it is possible to increase taxes on the rich. But this process is long and cumbersome, and often detrimental to a politician’s career—they will lose favor with the rich. Therefore, if the politician depends on favors from the rich, such a path isn’t pursued. 

The second answer to the problem is government borrowing. The borrowed money is recouped through higher taxes on the people. However, once the money is borrowed, due to innate inefficiencies in the government—which include corruption, slow decision making, and ineffective implementation—the benefits of the borrowing don’t reach the intended population proportionate to the borrowing. Classic examples of such problems are the poor public education, nutrition, housing, and healthcare systems in most countries. Over a longer term, the entire society becomes indebted due to the government borrowing, and most of the tax collections are used to repay the interest on the loans, and the government’s capacity to help the poor declines with time. The problem may sometimes be revealed over generations—where government borrowing helped one generation, and its costs must be paid by the next generation, but the next generation is receiving no government benefits.

In the Trickle-Down system, the wealth that already exists with the rich is invested to create more wealth. But the problem is that most of the value thus created by the poor goes to the rich—so they get richer must faster by using the hard work of the poor. As the rich accumulate a disproportionate share of the gains, they continually increase their power, while the poor—despite working hard to help the rich get richer—continually lose their power. 

In the Trickle-Up system, the wealth is borrowed by the government with the stated aim of helping the poor, but most of it is sucked out by the government to further its power and political objectives, and only a small fraction of the benefits reach the poor. The poor don’t realize that a disproportionate fraction of the benefits accrue with the politicians, who continually increase their power, while the poor—despite supporting these politicians—continually lose their power. The poor simply remain pawns within the political game. 

The moral of the story is this: Everybody acts in their selfish interests. But those with wealth and power can use the economic and political system to further their wealth and power, while those without the wealth and power remain helpless. These helpless people run from one side to the other, hoping for some respite. But whichever side they go to, they are exploited in different ways—either their hard work is used without adequate returns, or their political support is used without fulfilling their needs. In modern society, the wealthy run businesses, and the power rests in the hands of the politicians. This constitutes a very small fraction of the society. The vast majority lacks wealth and power, and they look up to the rich and powerful for help. But the rich and powerful exploit the weak to increase their riches and power. Thus, all economic theory, is simply a method for the rich and powerful to exploit the weak and destitute. Their methods may differ; the results are the same.

Supply-Side and Demand-Side Economics

The Trickle-Down system is also called “supply-side economics”8 where the capital investors create a supply of goods and services. This supply can produce a tangible benefit only if there is adequate demand, which must exist as disposable capital with a large majority of people who can then spend this capital upon the new products and services being created. This system fails when the demand doesn’t exist, because the poor don’t have the wealth to spend. Now, the Trickle-Up system, which is also called “demand-side economics”9, argues that growth will come when the money is put into people’s hands. However, even if the government spends the wealth on social schemes, this spending doesn’t create prosperity because it is just enough for a person to survive, but not enough to start a business or create wealth. How can you find a job if there are no job creators? This system therefore fails because people can get educated and healthy but there isn’t enough supply of good jobs.

An economic system needs two sides: supply and demand. By spurring only one side—either supply or demand—while starving the other, no significant or meaningful improvement in the situation can be expected. Thus, when the supply side is spurred, and the demand side is lacking, then money lent to create businesses fails due to the lack of demand. And when the demand side is spurred, while the supply side is lacking, then the money lent to increase consumption fails due to the lack of supply. Indeed, this money in the hands of people simply increases the prices of previously cheaper commodities. Thus, regardless of which method is employed, the net result is loss of wealth. It is either lost as loans that cannot be repaid by those who started a business but failed to gain market traction, or as loans for education and housing which remain unpaid because those who took such loans cannot get employed. 

Since money is lost in both ways, therefore, those with money seek the best way to grow their wealth. When the economy is doing well, the rich invest their wealth in creating new businesses, where the returns are good. But when the economy is not doing well, the rich invest their wealth into government bonds—which the government issues to borrow money—where the returns are guaranteed by the government. The difference is simply this. When money is invested in a business, the returns are higher. But when the money is invested in a government bond, the returns are lower. Thus, the choice for a rich person is simply to earn higher returns when the economy is doing well, and to earn lower returns when the economy is doing badly. Regardless of the state of the economy, both situations give them some return on their investment. As a result, whether the economy goes up or down, the rich get richer. In fact, when the economy is bad, the rich buy businesses cheaply if they are failing due to a bad economy, lay off people to cut their costs, and wait for the economic upturn when they can sell the business for a huge profit because the business is now succeeding simply due to the upturn in the economy. 

There are still some scenarios in which the rich and powerful can lose money. But these scenarios are significantly reduced by (1) greater access to information and (2) influence over the strategies of the borrower. For example, with greater information, a good investment—i.e. that will give high returns—is chosen. And, with greater influence, the borrower is forced into activities that will produce a high return for the lender. Thus, the rich cut their losses by better information, and improve their profits by better influence, whereas the poor have neither information nor influence. As a result, the poor gain and lose money cyclically, but the rich gain far more than they lose. This difference helps the rich get richer, at the expense of the poor. As money is concentrated in few hands, it becomes the reason to create more money. 

Is Communism an Alternative to Capitalism?

It is now evident to many people that the capitalist system isn’t working because it tries to spur either the demand or the supply side of the equation when both sides need a spur. If the government tries to spur both sides—i.e. give tax breaks to the rich, and welfare programs to the poor—then the government will itself fail because it has no means to sustain itself: it is not earning through taxes because the rich are being given tax breaks, while it is spending on welfare programs for the poor. How can you keep spending without earning? The government can try to borrow money to feed the spending, but the results would appear only after a generation or two. Effectively, the future generations may have a higher education and health, but also a huge debt.

Many people hence argue that the answer to this crisis is communism10. In the capitalist system, producers and consumers operate independently and the government tries to stimulate either the demand or the supply. In the communist system, this independence is taken away and the government tries to control both the demand and the supply side of the equations. For instance, the government can fix the prices of the commodities, thereby allowing the suppliers to have only a limited amount of profit (which would then be highly taxed), while providing welfare to people to spur the demand. The result of such mediation in the economy, however, kills the desire in people to excel.

The poor have little incentive to become richer, because if they rise economically, then their benefits from the government would end. The poor fear the end of the free dole-outs and make no serious effort to excel. The rich, similarly, have little incentive to invest, because they know that whatever profits they make would be taxed heavily. The result of such a system is that all investments move into government-issued bonds, and now the government is saddled with the problem of creating both the supply and the demand.

A side effect of the communist system is that the government leader becomes the center of power, and the people have no power. A communist system creates a worser situation than capitalism where at least the competition between the corporations and people’s choices could tilt the balance of power. In a communist society, the ruler is the final authority and has no competition. Nothing can challenge his position, and there is no incentive to change.

The world has now entered a socio-economic crisis due to a lack of a sustainable socio-economic model. From the time of WWI until the 1980s, both socialism and capitalism seemed to work, and the world was divided into two opposite poles—with similar power. The subsequent collapse of the communist regimes led capitalists to claim victory, and some people continue to live in the illusion of that triumph, not realizing that the crisis of capitalism is on our doorstep, and the system is crumbling without a good alternative.

The Origins of Modern Economics

A traditional economic system—e.g. a nation of people limited by their language, race, culture, religion, and social beliefs and systems—is closed. In this closed system, everyone lives on bare necessities such as food, clothing, housing, etc. Since the total number of people is constant, and their necessities are also fixed, therefore, such a system cannot grow economically. For example, most people will eat only three meals a day. They will need a certain amount of clothing and housing, a limited amount of healthcare and education, etc. Of course, the production and consumption can shift from one producer and consumer to another. But this shift doesn’t make the nation itself more prosperous. In short, even as one person gets slightly richer or poorer, the society itself maintains its overall level of prosperity. To grow the economic system, we need to increase the total production and consumption, but this increase cannot be attained unless someone generates a strong demand and is ready to pay for the demand. To pay for a demand, they must have the wealth earned elsewhere. Thus, if the earning is constrained by the local economy, then new demands cannot be generated, and the system remains stable.

The traditional answer to the problem of economic growth was trade. If you can sell your goods to other countries, then you can earn more wealth than is afforded by the local consumption. As the demand for external consumption grows, you ramp up your local production, which gives more wealth to the workers. Similarly, by selling their goods, the trader gets more capital, which means that he can increase his consumption. Naturally, this consumption will occur in the trader’s local economy, which means that the local economy will also increase its production, which will then put more money in the hands of the local people, who can then increase their consumption. Thus, when economic growth is constrained by the size of the local population, and their fixed patterns of consumption and production, then one reaches out to another economy and tries to expand their production and consumption. In such a trade, both economies benefit, as they grow their production and consumption. And this initial impetus to growth then circulates money in the economy, thereby passing the benefits of trade to even those who may not trade.

However, to conduct trade, you must have something valuable to give. If you do not have anything valuable, then you cannot get capital and grow the economy. Thus, nations who had nothing valuable to give to others, could not grow economically through trade. They now resorted to another method for economic growth—plundering other nations, stealing their capital, bringing it back to their lands, and then using that capital for their economic growth. But even this method has its limitations if the plunderer can steal wealth from other places, but he has no good way of spending it—because nobody else in their economy is producing anything worthy that needs to be purchased. To sustain their economy, thus, they need to plunder other nations, bring their riches back home, enjoy them for some time, and then plunder again.

The modern economic system is built upon such plundering, where some European nations, who had nothing worthy to trade with other nations, built warships and cannons, and started raiding other nations, killing the people, stealing their wealth, and using it to feed their home economy. In some cases, the raw materials stolen from these nations were used to encourage local production and consumption. In other cases, the loot was enjoyed for some time, and then more was looted. To kickstart the process, wealth was needed, and it came from the kings and queens who funded the exploration of the world, the building of warships and cannons, followed by the administration of the colonies. The countries who colonized others prospered and the countries that were colonized mostly suffered. The colonizers could never have prospered with trade because they had nothing of value to offer to the others. However, once they reached a state of prosperity, and realized that maintaining the colonies was getting more expensive, they then extolled the virtues of trade.

The problem was that the colonies which had been decimated by colonization had lost the ability to produce something worthy that was consumable by the colonizers. Therefore, for some time, after the end of colonization, the colonizers—whose economies were developed—traded with each other. But since these economies had transitioned to technological goods, and practically everyone had the same technology, therefore, there were few unique things to be traded among the developed economies. The focus now shifted to the weaker economies. With political power and money, weaker nations were coerced into accepting unfavorable trade deals with the richer and more powerful nations. In these unfavorable deals, more is taken, and less is given. This difference in values helps the stronger nations maintain superiority. The stronger nations want to trade, but also want to maintain superiority. And this is possible only if they take more than they give, without creating a trade imbalance. This means that what they take must be priced lower than its true value, and what they give must be priced higher than its true value.

But how long do we expect such a situation to continue? It might last a few more decades until the disparity between rich and poor nations reduces and is eventually eliminated. But how can this disparity be eliminated if the richer nations take more than they give? The answer is again monopolization. If essential commodities such as food, medicines, and clothes are monopolized by poorer nations, then after a while, the richer nations have no choice but to buy these necessities at whatever price they are getting. The difference in price and value of such commodities is very small, but their volumes are very high. As the rich nations export their high-valued commodities, and import the essential commodities, they will become dependent on the poorer nations, which then will tilt the balance of power from the richer to the poorer nations. 

The advantages of natural resources last for a long time, but technological advantages are short-lived. Many nations can build nuclear weapons today, and stronger nations arm twist the weaker nations to prevent them from acquiring such advanced technology. Therefore, it is not technological superiority but use of force that prevents the democratization of technology. As everyone acquires most technologies, the exploitative trade practices will go away. With greater access to advanced weaponry (even if it is not nuclear weapons), it is very hard to coerce nations—except through mutually assured destruction. With rising standards of living, very few nations are going to offer cheap labor. Then, how does one continue the path to economic prosperity?

The new formula for economic development is lending and borrowing. The premise is that everyone has ingenuity, but they are lacking the access to capital. If they are offered cheap capital, then they can create something new, which would be useful to others. But such capital investments are very risky—they may or may not work. If you charge high rates of return on a loan, then nobody will borrow. If you charge low rates of interest on a loan, then you run the risk of losing capital. This problem creates the modern method of economic growth in which capital is lent, but the political and economic system is manipulated to ensure that the investments are not lost, or the losses are shifted to others. The essence of this model of economic growth is the manipulation of a nation’s laws. The nations may be powerful, but the individuals ruling the nation are weak. By manipulating the rulers, a nation can be manipulated. This trajectory has a very long runway because there are so many people that can be corrupted, and if they are incorruptible, then they can be replaced by others who are corruptible. However, the hallmark of the new trajectory is not the pursuit of economic growth. It is rather the pursuit of personal growth.

Gone are the days when people worried about nations. In the brave new world, people worry about themselves. They use their wealth to further their wealth, without loyalty to a nation. They entice individuals to enact laws favorable to them, so that they increase their power. As the world gets more connected, and everyone has access to the same things, the economy cannot grow by trade because the uniqueness of the nations is gradually disappearing. Aromatic spices or finer cloth cannot create trade and economic growth. Technology has achieved—or will soon achieve—a level of homogenization of the world beyond which there are no incentives in building newer technology, because who is going to pay for it, unless it gives them economic growth? This trend is increasingly obvious today as most technological and research projects have become globalized activities. The costs of innovation—compared to the returns they produce—are increasing so rapidly that you can either stop inventing or distribute the costs and benefits of invention equally. This distribution essentially means the gradual end of nation-level advantages.

Now, individuals get richer by stealing from the poorer citizens. The new weapon is money, but it doesn’t finance nations and conventional wars. It rather finances the methods of using the poor to make the rich richer. Governments, laws, regulations, democracy, and people’s choices are the enemies of this parochial enrichment, but nothing stands in the face of wealth, until it is too late. This corrupt and fraudulent process of robbing the poor by pretending to help them has a predicable end—it ends in a revolution that will overthrow governments, massacre the corrupt, and return to the older ways. This, by the way, is not the worst outcome. The worser outcome is where the power and wealth is so concentrated in the hands of a few, that most people run to jungles and mountains to lead a life outside the ‘civilized world’. If the mistakes of modern economics are not corrected, then the outcomes are inevitable. 

The Flaw in Economic Thinking

The most flawed idea in modern economics is that when people act in their selfish interests, they create the greatest good for everyone, and that such a system of selfish actors tends toward stability. For the greater part of human history, morality was the bedrock on which society was organized. It was recognized that altruism, sacrifice, and austerity were good for the individual and the society, while selfishness, greed, and hedonism were bad. Modern economics stands this traditional wisdom on its head. It blames poverty on people being good and creates a hopeless tradeoff—if you want to be happy, then be selfish, greedy, and hedonistic. If you choose to remain altruistic, sacrificing, and austere, then you will remain unhappy. This false ideology cannot be sold on its own merit. Hence, media, entertainment, and advertising are employed to propagate the worship of wealth and power, and the honest but simple people are mocked by the dishonest and the corrupt. We normally call this propaganda. But it is used to increase economic demand. If you are sold on the idea that wealth and power are virtues, then you will aspire for them as well. If you are sold on the idea that unless you are rich and powerful, you are inferior to those who have these things, you will do anything to get these things.

The problem in this propaganda is its inner contradiction. If greed and selfishness are so good, then why should anyone follow any of society’s laws? Why should anyone pay taxes when they can keep more for themselves? If selfishness is the virtue, then why should anyone care if the rest of the world goes to hell? Clearly, greed alone would not work, because a society in which nobody follows any laws is worse than a society in which people are austere. Therefore, the propaganda is modified. The modified form of the propaganda states: You should be selfish and greedy, but you should also follow the laws. Why? Because following the laws improves the collective good. Wait a minute. Did you not just say that selfishness alone creates the collective good? Then, why are now saying that selfishness is not helpful to the collective good? 

Nobody answers this question, but they persist with the propaganda. In fact, the propaganda is now updated to include fear and punishment apart from greed and selfishness. Again media, entertainment, and advertising are used. But they peddle contradictory ideas. At one end media tells people to be greedier, because that greed creates the market demand. On the other hand, media shows an immense government machinery that exists to punish people if someone breaks the laws expected to create collective happiness. The collective and the individual happiness are contradictory. But neither is economic theory changed to say that greed and selfishness don’t create collective good, nor is political theory modified to accept the rule of the law of jungle.

Due to these two propagandas, people are caught between the greed of becoming rich and powerful, and the fear of being caught doing something illegal. Greed and fear. Think about it. They are the worst of the human emotions, and society systematically pushes humans into such animal instincts. Now people don’t do things rationally. They don’t think about what will or will not work. They don’t consider the difference between right and wrong. They are impelled not by reason, but by emotions—primarily fear and greed. You take away the greed, and nobody will work hard. You take away the fear, and nobody will follow laws. If instead you had morality, then people will work hard and will follow the laws—without an inner contradiction. But when we replace morality with greed and fear, then an organized, systematic, stable, and a dutiful society is replaced by one that is ridden with contradictions. 

The essence of the contradiction is that between individual and collective goodness. Since the government enforces the collective good, and the people and businesses pursue the individual good, therefore, the contradiction between individual and collective goods also leads to a conflict between businesses and government. Since there are political parties that favor the individual and collective goods, therefore, the conflict is extended into politics. Since some businesses act irresponsibly for their selfish good, hurting the collective good, therefore, the confrontations extend within the businesses. And since all these institutions employ people, the conflict stretches into the entire population. As a result, everyone fights with each other, because those who formulated economic and social theory failed to understand their subject. 

We have earlier seen the contradictions between demand-side and supply-side economics, and the conflicts between trickle-up and trickle-down systems. These are nothing other than variations on the basic theme of individual vs. collective good, which then becomes, in most cases, a battle between the businesses and the government. In most countries, there are political groups that are pro-rich and pro-poor, which keep swinging in and out of power. As power changes hands, the laws and regulations keep changing, the taxation increases and decreases, welfare programs are funded and then defunded. A system riddled with contradictions oscillates from one extreme to another. Far from creating stability, it becomes the source of instability. Far from creating collective good, it helps a few accumulate most of the wealth and power. When pro-poor ideologies dominate, then politicians gain power. And when the pro-rich ideologies take hold, then the businesspeople accumulate power. In either case, power remains outside the reach of the great majority of people.

Thus, the foundational claims of modern economic thinking—namely, that selfishness creates collective good, and that selfish action produces stability—are both false. There is neither stability nor collective goodness. Instead there are constant instabilities, and concentration of wealth and power.

Flaws in the Concept of Economic Growth

When the problems of wealth accumulation and economic instability are pointed out, then the economists change tact. They now claim to be more interested in the overall growth of the economic system, rather than collective good and stability. They say that even as the disparity between the rich and the poor has increased, innumerable people have been lifted out of poverty. Yes, they have worked very hard, and not received benefits proportionate to their work; the rich have cornered most of these gains. However, if this system did not exist, then these people would still be poor, hungry, and sick. Therefore, despite the system being unfair, it is still better than the alternative. Similarly, the economist says that even as the economic system oscillates between boom and bust, over a period of time, it has an upward trajectory, which then slowly lifts people out of poverty—even though the rich tend to benefit more. 

Thus, the argument for neo-liberal economics is framed a little differently than that of classical economics. In classical economics, stability and collective good were important, but in neo-liberal economics they are not. The new argument simply emphasizes the growth in the size of the economy—characterized by a number called “Gross Domestic Product” or GDP—and accepts that the economy will oscillate between booms and busts, and with each such cycle some people will get richer, but overall, even the poor shall benefit. Yes, the rich and powerful will exploit the poor and weak sections of society, but without this exploitation the poor and weak sections would remain where they were. Thus, even this exploitation is better than its complete absence.

To understand why this argument is false, we need to understand the sources of so-called increase in GDP. There is one factor that increases the GDP, and three factors that only lead to the perception of increase in the GDP. 

 The three causes of apparent increase are as follows. First, wealth is seemingly created due to inflation; even as the real production and consumption of things remains unchanged, the monetary value of this exchange increases. This fact is now widely recognized, and therefore, efforts are made to factor out inflation from the GDP growth numbers. But factoring out inflation misses the point that growing prices increase both supply and demand. In the housing bubble, for example, more houses were constructed because house prices were rising. The conventional wisdom on price rise is that it leads to decline in demand. That is not always true. When prices are rising, people can increase the demand thinking that it provides a good return on investment. When demand rises due to price rise, supply is more than willing to meet the demand. Since construction draws materials and labor from many parts of the economy, it boosts them as well. Thus, removing inflation from the computation of GDP, while counting the growing demand and supply, is a flawed exercise, because it doesn’t realize that price rise is the cause of greater demand and supply, and without that rise, the economic growth would be lesser.

 Second, wealth is seemingly created by borrowing when you pay interest on the borrowing. For example, a businessman borrows money from a bank to start a company. He then issues shares of the company and people invest in the company. The money flows from the investors to the businessman, to the lender, to its creditors. At each step of this transaction, some value is added. But most of this growth can be fictitious because growth is the additional value created by our minds through designs, theories, models, and laws, and the value must be judged by the impact they have on the real world. But, how do we judge if the value being produced is indeed valuable in terms of its impact? The ideal answer would be to wait for the value to be demonstrated. But who has the patience? So, people rush into buying a company’s stock, thinking that this could be very valuable—without waiting for the value to be proven by application—lest it be too late. Thereby, an artificial demand for the company stock is created based on perceived value, not the evidence of that value. Now, the businessman focuses more on creating the perception of value, rather than value. He might prematurely project rosier-than-reality pictures, to increase the investment, and drive the stock value to a higher price. If the stock price rises, then he can quickly pay off debts. With that debt repayment, the investors get even more excited—now, it seems that the company doesn’t just have valuable products or services, but it is also free of debt! The rise in perceived value again drives up the stock value, and it becomes a self-perpetuating cycle. Meanwhile, the lenders and their creditors are taking away interest on deposits and loans, so they are not complaining either. In the best-case scenario, the promise of value leads to investment, which is then used to exceed the promise, although there is a time lag between the promise and its fulfilment. In the worst-case scenario, the promise is never fulfilled, and the money is lost. These best- and worst- case scenarios are generally rare. The typical scenario is that some value is created, lower than the perceived value, and even that partial fulfilment of expectation produces the hope of exceeding the expectation. Thus, hoping for growth creates growth, and even if the original hopes are dashed, people walk away with wealth created by the hype of the hope. All this growth is fueled by easy access to wealth through stocks and loans, and their mere existence generates demand and supply, even if it doesn’t exist. Since all this is accounted as GDP growth, although factually there is no growth, therefore, most of the growth that comes from lending and stocks is fictitious. Simply making something more desirable jacks up the prices, and that change in the prices is said to produce value, even as much of it is factually false.

Third, GDP seemingly increases when money changes hands. For example, if you buy vegetables from a farmer, the money only changes hands a couple of times—from you to the farmer, and from the farmer to those who supply him seed and water. If instead you buy a car, then, the money changes hands dozens of times because a car uses many parts that are sourced from different vendors. Each vendor in turn sources the raw materials or components from other vendors. The complete supply chain for a car is long and complex, and when you pay for a car, literally millions of people benefit from your purchase. The problem is that every time money changes hands, it is added to GDP. Thus, the vendor who supplies the steering wheel gets a part of the cost of the car, who then pays those who supply raw materials, and at each transaction, value is added to the GDP. Unless you can trace the thousands of components of a supply chain in millions of products, there is no way to accurately characterize GDP. Therefore, the same amount of money spent on food doesn’t create as much GDP growth as the money spent on a car. This has little to do with real economic growth; it is an outcome of counting the spending many times.

Now suppose that you bought a house because house prices were rising much faster, by borrowing money from a bank, which has in turn thousands of depositors hoping for a return, then what is the real cause of economic growth? Is it inflation? Is it lending and borrowing? Or is it house construction? The real cause of most of economic movement is inflation—it gives people the hope of making a quick buck by buying and selling stocks, bonds, property, gold etc. This buying and selling is enabled by borrowing and lending. And that borrowing and lending creates economic transactions, which seems like real growth, but if we take out inflation, then borrowing and lending reduces dramatically, and that reduces the demand for everything else. Real economic growth can be measured only in a system with zero or negative inflation, because then it is impossible to make a quick buck by buying and selling, which means that borrowing and lending of money would decrease dramatically, and then we will know that whatever buying and selling occurs is real economic growth. 

Statistics on economic data show that between 2010 and 2020, the global average increase in inflation was around 3.5% while the average increase in GDP was around 3%. Over the last 100 years, on average, the inflation rate has always been higher than the rate of increase in GDP. As we have seen, inflation is not merely a notional increase in prices; it also holds the capacity to drive economic growth. But what happens if inflation becomes zero? If, for the last 100 years, inflation rates have always been higher than GDP growth rates, does it entail that if inflation rate became zero, then the GDP growth rate will be negative? In short, will the economy start shrinking if people lost the hope of making a quick buck—indicating that growth is driven only by the hope for easy money? For sure, even if GDP growth doesn’t become negative, it will decline dramatically if inflation is zero or negative. And that indicates the problem. Real richness means that the economy is stable or grows with zero or negative inflation. When growth declines rapidly with decrease in inflation, we can presume that it is driven not by prosperity, but the hope for prosperity.
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